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Gold and Balance of Payments Problems 


Addressing the Committee for Economic Development 
(CED) in Washington on November 17, Mr. Per 
Jacobsson, Managing Director of the International 
Monetary Fund, first discussed briefly recent changes in 
the U.S. balance of payments. “In 1957,” he said, “the 
year most affected by the Suez crisis, the United States 
had a balance of payments surplus, but by the following 
year there was a deficit of $3.5 billion and in 1959 
one of $3.8 billion. 

“How was it that there was such a sudden change 
from 1957 to 1958? It was caused, I think, by two 
things. Once the difficulties of the Suez crisis were over- 
come—and they proved less intractable than had gen- 
erally been feared—European industries, with capacity 
restored and considerably modernized, were able to deal 
promptly and efficiently with orders, and were thus able 
for the first time since the War to compete effectively 
with U.S. industries. This competition made itself felt in 
foreign markets—in Europe and elsewhere—and also 


in the U.S. home market itself. Secondly, the change 
resulted from the fiscal and monetary policies pursued 
here in the United States. 


“In late 1957, after the recession had begun, there 
emerged a deficit in the federal budget, which finally 
reached $12.4 billion for the fiscal year 1958-59, and 
there was an expansion of credit of very much the same 
magnitude. In a smaller country, strongly expansionary 
fiscal and credit policies soon lead to a ‘spilling over’ of 
purchasing power and thus have an adverse effect on 
the balance of payments. Personally, I hold the belief 
that this is very much what happened here in the United 
States. I think the Lord has given no dispensation to the 
United States from the ordinary credit principles. 


The Strength of the Dollar 


“The U.S. authorities soon realized that doubts were 
beginning to be expressed about the strength of the 
dollar and that fears were spreading in fairly wide 
quarters. Obviously, steps had to be taken, and the first 
thing that was done was to alter the fiscal and credit 
policies, and this was also desirable for internal reasons, 
as soon as the business trend turned upward in 1959. 
Indeed, in the fiscal year 1959-60 there was a surplus 
of more than $1 billion in the federal budget; and over 
a period of 15 months, taken as a whole, there was no 
net increase in the money supply. These changes in 
policy have had the expected effect, but have been 


reinforced to some extent by the psychological change 
that has taken place in this country since the beginning 
of the year. There no longer seems to be a general 
expectation of a continued rise in prices, and there has 
not been any talk in the newspapers for many months, 
as far as I have seen, even about ‘creeping’ inflation. 
And businessmen have shown increased concern about 
profit margins, which have in many cases shrunk even 
though gross turnover has risen. 

“What has been the effect on the balance of pay- 
ments? Exports have risen, helped considerably by the 
boom in Europe, while imports have remained very 
much the same. As a result, the export surplus in 
merchandise trade this year may amount to more than 
$4 billion, compared with $1 billion in 1959. Net income 
from investments and services should come to roughly 
$2 billion. This total of more than $6 billion would be 
sufficient to cover fully the present rate of U.S. Govern- 
ment expenditure abroad, including expenditure for 
military purposes and official foreign assistance of all 
kinds. 

“But there remains an over-all deficit in the balance 
of payments which is likely to exceed $3 billion, result- 
ing from private long-term investment abroad and the 
outflow of short-term funds, mainly to Europe, in 
response to the interest rate differential, which, until 
recently, has been about 2 per cent. These movements 
of funds—and the same is true of government loans— 
have as their counterpart the net acquisition of foreign 
assets, and from this point of view the deficit is per- 
haps less perturbing than a deficit on current account 
would be. However, an over-all deficit of $3 billion a 
year can clearly not be allowed to continue forever. 
In trying to decide how and when the deficit can be 
eliminated or even reversed, we have to consider particu- 
larly the prospect for capital movements in the years” 
ahead, and that will depend, among other things, upon 
the prospective supply and demand for capital in the 
United States and Europe. 


International Supplies of Capital 


“As far as the demand for capital is concerned, it is 
useful to remember that we can make some kind of 
forecasts about population trends, which are important 
because a growing population requires large invest- 
ments, not only for houses, hospitals, schools, and serv- 
ices, but also for tools and equipment. The experts tell 
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us that over the next 40 years the annual increase in 
population in Western Europe will be at the rate of 
about 0.7 per cent, while in the United States it will be 
something like 1.4 per cent and in the rest of the world, 
nearly 2 per cent. 

“Because of these trends, I think it is fair to expect 
that Europe will have more capital available than the 
United States, or indeed other areas, after meeting 
its own needs. It is interesting to remember that before 
1914 France, with a relatively small rate of growth of 
population, wes the main center for the issue of foreign 
loans, 

“It is therefore to be expected that fairly soon there 
may be a tendency for capital to flow from Europe to 
other continents, including the United States. The capital 
outflow from Europe may well take many forms: 
financing of international trade, repurchase of assets 
now owned by Americans in Europe, purchase of stock 
exchange securities, as well as direct investment by 
Europeans in the United States. There is, of course, the 
question of timing. How soon will this reversal set in? 
A” present there is a construction boom in Germany, 
Great Britain, and many other European countries, 
which absorbs much capital; but there are few who 
think that this boom will go on for many years to come. 
Once it is over, I think that the movement of capital 
will begin to change direction, and I believe the outflow 
of funds from the United States is likely to be reversed 
in the not-too-distant future. 

“I do not say this to promise immediate relief for the 
U.S. balance of payments; but if relatively cautious 
policies are continued in this country, the task of elimi- 
nating the deficit should not be too difficult or too 
protracted. This is one of the reasons why I am not 
pessimistic about the value of the dollar, provided 
always, of course, that suficient care is taken. 

“The present gold stock of the United States is now 
some $18 billion, and short-term foreign liabilities— 
excluding those due to international institutions, which 
are a kind apart—have reached about the same figure. 
From a banking point of view, to have 100 per cent 
gold backing for short-term liabilities is a very sound 
position. But every banker knows how embarrassing 
would be a loss of confidence, leading to a run on his 
liquid assets, even though he himself has every confi- 
dence that his position is good enough to weather any 
storm. It is not in the interest of those foreigners who 
hold short-term dollar assets, on which interest is 
earned, to exchange them for gold yielding no interest, 
and as long as the United States pursues policies which 
seem to them to ensure that the value of the dollar will 
be maintained, it will be to their advantage to maintain 
their dollar holdings. 


“The recent flurry on the gold market in London is 
noteworthy in this connection. As you know, for a few 
days the price of gold rose to more than $40 a fine 
ounce, compared with the official price of approxi- 
mately $35. Such an increase was unfortunate because it 
could have provoked a psychological chain reaction 
engendering further distrust in the dollar, especially 
since it seems tiat at least a proportion of the buying 
was done on behalf of U.S. clients. I have tried, on 
the one hand, to make it clear that official policy will 
certainly not be determined by the misconceptions of 
speculators and, on the other hand, to point out that 
there is more cooperation between the monetary authori- 
ties than is generally known. The price has in fact come 
down to less than $36, but it is perhaps too early to say 
that all the ‘heat’ is out of the market. 

“Questions have been asked about the financial role 
that the International Monetary Fund could play in this 
context. The U.S. Government has substantial drawing 
rights in the Fund, some of which it could use well-nigh 
automatically. But being the owner of so much gold of 
its own, it has preferred to rely on its own resources— 
which has been a well-justified display of strength. 


Appropriate Credit Policies 


“From a more fundamental point of view, the balanc- 
ing of the federal budget and the cautious credit policies 
of the past two years have inspired confidence; and 
although the recent outflow of funds on capital account 
has been partly converted into gold by foreign central 
banks, ‘ .ere has been little or no reduction in the total 
amount of dollar balances held by other countries. But 
people are naturally asking the question, ‘What will 
happen if there is a recession in the United States, 
leading to a deficit in the budget and the pursuit of an 
easy money policy?’ As you all know, this question has 
been asked more pointedly during the recent election 
campaign, but I can assure you that people were won- 
dering about it long before the summer and autumn 
of this year. 

“In the present period of some relaxation of business 
activity, it might perhaps be helpful to repeat what I 
said in a speech this last September at the Annual 
Meeting of the Board of Governors of the International 
Monetary Fund. I then indicated that countries had 
allowed their policies to be determined predominantly by 
domestic considerations, and that they should, up to a 
point, try to take an outflow of short-term funds in 
their stride. But I added that ‘predominantly’ must 
clearly be taken to mean that other considerations have 
not to be forgotten. It would indeed be shortsighted to 
neglect them, even in relation to the main domestic 
purpose of sustained expansion. If, in an attempt to 
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raise activity by credit and fiscal policies, inflationary 
pressures are set up, the resulting cost and price in- 
creases and weakness in the external balance may soon 
create conditions under which economic expansion 
could not be maintained. 


“If we now try to apply these general principles to 
the present U.S. situation, i would say, for my part, 
that the easing of credit conditions recently undertaken 
by the Federal Reserve System has been the proper 
policy. There has been a decline of more than $20 bil- 
lion in the rate of demand for new credit accommoda- 
tion this year, compared with 1959, mainly as a result 
of the stronger budget position but also because of the 
reduction in the growth of inventories. In view of the 
sharp increase in the surplus of exports over imports 
of merchandise, it seems to me that balance of payments 
considerations ought not to stand in the way of the 
proper measures which should be taken for internal 
reasons, especially as the transition from an inflationary 
psychology to the expectation of more stable prices will 
ensure greater attention to costs. This latter consider- 
ation is certainly of crucial importance. 


Control of Costs 


“The avoidance of cost and price increases is indeed 
a vital consideration in the formation of U.S. policy, 
now and in the near future. But before turning to the 
question of costs, I would like to say a word about 
interest rates. A policy of pegging either the long-term 
or the short-term rate of interest by intervention in the 
market will, of course, not be attempted. This does not 
mean that credit policy will have no influence on the 
rate of interest, but it will be more effective if it is 
allowed to work with the market forces, rather than 
against them. 


“Returning to the question of costs and the external 
balance, I think particular attention must be paid to the 
fact that on the world markets generally prices have 
ceased to increase, and that indeed the prices of some 
raw materials have even declined. Supplies have caught 
up with demand for fuels (both oil and coal), for raw 
materials generally, and even for most manufactured 
products. It is my personal belief that the world price 
level is largely determined by factors outside the United 
States, even if for some products U.S. demand is of 
great importance. The imports of raw materials and 
foodstuffs of Western European countries are nearly 
three times U.S. imports of the same products. Most of 
the international commodity markets are situated out- 
side this country and, as I have already mentioned, 
European competition in manufactured products has 
become increasingly strong. Before the War, in 1931, 
when sterling and a number of other currencies were 


devalued, world prices followed sterling and not the 
dollar. The United States is self-sufficient in many fields, 
and often so self-contained that it cannot be expected 
that the trend of world market prices will really be 
determined by prices in the United States. 


“That being the case, it is evident that an increase in 
costs and prices here will involve the risk of U.S. indus- 
tries pricing themselves out of world markets. It would 
obviously be wrong to say that this has already hap- 
pened, after the very impressive increase in U.S. exports 
over the last 12 months. Fortunately for the United 
States—and the world in general—there are many 
materials and manufactured products, including compli- 
cated types of machinery, that the outside world has to 
purchase in this country, and will continue to do so in 
the future. Productivity is high here, but wages are also 
high. All this means—briefly—that from a balance of 
payments point of view cost increases should be avoided. 


“But I would also suggest to you that this is the 
proper policy from the internal point of view, too. 
I think that even if there were no balance of payments 
problem, every effort should be made to avoid cost 
increases. Here, let me mention the views of Lord 
Keynes, who was, as everybody knows, anxious to 
ensure that there should be a sufficient volume of 
demand. But while strongly recommending an increase 
in liquidity to overcome a depression, he also laid 
particular stress on the need to avoid an increase in 
money wages, and even went so far as to contemplate, 
as a temporary measure, somewhat lower real wages. 
I think it is important to remember what Keynes’ views 
really were, because they are so often misrepresented. 


Lessons of History 


“If we examine past experiences, we generally find 
that countries which combined cost adjustments with 
credit expansion fared better than those which did not, 
certainly as far as recovery in business activity was 
concerned. Costs can, of course, be reduced in many 
ways, even without reducing money wages. The more 
attention that is paid to cost and price adjustments, the 
less need there will be to rely on massive credit expan- 
sion as a means of mitigating a business recession, and 
only in that way can a more lasting remedy be found. 
For a policy of cost adjustments through rationalization 
should make the economy more efficient, and should 
thus be the policy most likely to improve real wages 
over a period of time. I have naturally no illusions 
about the difficulty of pursuing such a policy in actual 
practice. Such cost adjustments were made, however, in 
Great Britain and Sweden at the time of devaluation 
in 1931, and costs were held down in the Netherlands 
and Switzerland at the time of devaluation in 1936; and 
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| am sure that these countries benefited from the policies 
they pursued, while those countries in which cost in- 
continued difficult to 
unemployment. 


creases found it more reduce 

“I think there can be great merit in studying past 
experiences in this way and relating them to what one 
considers is the best theoretical analysis of these matters. 
Keynes in his General Theory dealt with a closed 
economy and ignored all balance of payments consider- 
ations. This is one reason why I think that it is very 


opportune to consider his views at the moment, for | 


have come to the conclusion that the proper policy on 


costs to be followed here in the United States ought to 
be very much the same whether internal or external 
considerations are given the more weight. Indeed, in 
this country it is almost more important for industrial- 
ists to avoid pricing themselves out of the home market, 
which is so much larger than the markets provided by 
the export trades. This is emphasized, once again, by 
the fact that this country experienced no balance of 
payments difficulties in the 1930's, but at that time 
accumulated much gold from abroad as a result of 
Europeans seeking a safe haven for their funds from 
dictators and the threat of war. Although the difficulties 
were thus essentially internal, the measures then taken 
still failed to cure the evil of unemployment. 


Policies to Be Followed Today 


“Returning, however, to the question of the balance 
of payments, I would strongly acknowledge that for 
many countries the adequacy of their gold reserves 
depends very much on the policies that they pursue. 
If wrong policies are followed, no amount of reserves 
would suffice. But given the proper fiscal and credit and 
cost policies, there are a number of supplementary steps 
that could be taken in the United States and abroad 
which would help to improve the position.” In this con- 
nection, Mr. Jacobsson referred briefly to the promotion 
of U.S. exports, the elimination of discrimination against 
the dollar, and the lowering of tariffs and of European 
interest rates. 


“Then,” he continued, “there is the whole problem 
of U.S. Government expenditure abroad, whether for 
military purposes or for assistance to the less developed 
countries, as set out so clearly in the President’s state- 
ment on steps to be taken with respect to the balance of 
payments problem, which was made public on Novem- 
ber 16. Other countries which have regained their 
strength during the postwar years may well be expected 
to assume a larger share of such expenditure. Discus- 
sions with some European countries, especially with 
Germany, are taking place this very month. I am glad to 
hear that the loans which will be a part of the increased 
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assistance now planned by Germany will take the form 
of untied loans. 


“Several of the steps I have outlined have already 
been taken, and others are in the offing. They can 
certainly make a useful contribution, but as I| said 
before. the fiscal and credit policies pursued, together 
with continued attention to costs, will be decisive. 


“Perhaps | should mention certain steps, sometimes 
hinted at but which in my opinion should not be taken. 
Although European countries will, as I hope, increase 
their share of foreign assistance, | do not believe that 
the U.S. contribution can be substantially curtailed. 
It seems to me that the many statements made on this 
subject during the election campaign pointed to con- 
tinued U.S. about further progress in the 
underdeveloped countries and the importance of con- 


concern 


tinued assistance for that purpose. A greater danger, 
which should be avoided in any circumstances, would be 
to increase tariffs. To do so would surely be a double- 
«edged weapon; it would slow up the expansion of world 
trade, and | need not enlarge upon the dire conse- 
quences for the western world of such a slowing up. 
Of course, an increase in tariffs and a reduction in the 
rate of expansion of world trade would reduce foreign 
competition in U.S. markets, but I am one of those who 
believe that such competition is salutary—here as in 
other countries. 

“It is once again interesting to remember that the 
increase in U.S. tariffs in the 1930's did not help to 
combat the depression. Indeed, in those unfortunate 
years, when other countries, too, raised their tariffs and 
Great Britain abandoned its free trade policy, we experi- 
enced a stagnation of international trade which lasted 
for a decade and caused great distress all round the 
world. I hope you will forgive me for referring so often 
to what happened in the 1930's. While I believe that 
many useful lessons can be learned from our experience 
during that period, I would not like to convey the 
impression that I think we now are faced with the 
same problem that we faced then—a world-wide defla- 
tion. We might all agree, however, that we are in a 
rather difficult situation and that there is great need for 
cooperation between the financial authorities in the 
various countries. 

“In particular, it is essential that there should be 
close contact between the financial authorities on the 
two sides of the Atlantic—what we failed to establish in 
the period between the two Wars. The International 
Monetary Fund has been useful in this context, and it is 
proposed, as you know, to transform the Organization 
for European Economic Cooperation, in which the 
United States and Canada were associate partners, into 
the Organization for Economic Cooperation and Devel- 
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opment, in which the United States and Canada will be 
full members. I hope very much that this proposal will 
be speedily adopted, for I think it is in the best interest 
of all concerned. 

“Fortunately, today the leading industrial countries 
have nearly all accumulated sufficient, or almost suffici- 
ent, reserves, especially taking into account the sec- 
ondary reserves available to them through access to the 
International Monetary Fund. In the next few years I 
hope we shall be able to consolidate the present 
exchange structure, and on this basis be able to create 
the conditions for sustained economic growth. Such 
growth can occur under a variety of conditions, as past 
experiences teach us. There was, for instance, a period 
of rapid economic growth in this country from 1873 to 
1895, although at that time prices were, on the average, 
slowly falling. In the 1920’s there was another period 
of growth, but then with stable prices, and alter World 
War II there has been growth with rising prices. In 
each of these periods, business attitudes and practices 


have had to be adjusted to the prevailing trend. Assum- 
ing that we may prevent both inflation and deflation, 
we shall have to adjust our practices to the requirements 
of a more stable price level, which I am fairly confident 
that we shall be able to ensure. For my own part, I 
have no fear that a period of stagnation will result. 
In fact, I listened with great pleasure to what the 
Chairman said here today about the goals of monetary 
policy of the CED. It is my opinion, too, that the 
attainment of a satisfactory rate of growth and higher 
employment and the preservation of a relatively stable 
price level are fully consistent goals. In view of the 
great technological developments, and for other reasons, 
demand for capital all over the world may be expected 
to be large, and there should be no accumulation of 
idle savings. 

“There is work of noble note to be done, and with the 
greater insight and the more effective institutions that 
we now possess, there is every reason to believe that 
we shall be able to do it.” 


Measures to Improve U.S. International Payments Position 


President Eisenhower, on November 16, issued a 
directive consisting of a number of measures designed to 
reduce the deficit in the U.S. balance of payments. The 
Secretary of Defense is directed to reduce progressively, 
beginning January 1, 1961, the number of dependents 
abroad of military and civilian personnel to not more 
than 200,000 persons, concentrating, to the maximum 
extent feasible, on dependents located in the highly 
industrialized countries with strong currencies. There 
are presently 484,000 such dependents abroad. Expendi- 
tures from funds appropriated to the military services 
and for the military assistance program, planned for 
procurement abroad during 1961, must be very sub- 
stantially reduced. The Director of the International 
Cooperation Administration is to adopt a policy which 
will place primary emphasis in all of its activities on 
financing goods and services of U.S. origin. In addition, 
a ceiling is to be placed on operations which do not 
finance direct procurement of U.S. goods and services, 
and efforts are to be made to minimize the balance of 
payments effect of these operations. Together with 
other agencies concerned, the Secretary of State is to 
review the area of U.S. trade relations and negotiations 
with a view to improving the current receipts of the 
United States from sales abroad. Particular attention is 
to be directed to maximizing tariff concessions by for- 
eign countries under current tariff negotiations and 
assuring that these concessions, as well as previous ones 
granted to the United States, are made fully effective to 
the benefit of U.S. exports. The economically strong 
countries are to be urged to continue dismantling their 


quantitative restrictions, reducing excessive tariffs, and 
eliminating discriminatory measures and other impedi- 
ments to increased exports of U.S. goods and services, 
especially agricultural products. Increased efforts are to 
be made to urge foreign countries to extend more liberal 
treatment to their nationals in order to encourage travel 
by them in the United States. The purchase of foreign 
goods by commissaries and stores operated under the 
auspices of the Department of State or U.S. Embassies 
is to be prohibited, with certain exceptions. The Secre- 
tary of Agriculture is directed to make an increased 
effort to ensure that sales of surplus commodities do not 
reduce cash dollar sales of U.S. products. The Board of 
Directors of the Development Loan Fund (DLF) is 
ordered to pursue vigorously the DLF policy of Octo- 
ber 1959 of placing primary emphasis on financing 
goods and services of U.S. origin. 

A number of developments, both long-run and short- 
run, have combined to worsen the U.S. balance of 
payments position and thus to necessitate the President’s 
action. Owing partly to the beneficial effects of U.S. aid 
programs, following World War II, upon the war- 
devastated nations of Europe and Asia, many of these 
nations have become economically strong and are now 
fully competitive with the United States in world export 
markets. At the same time, the United States has sub- 
stantially aided the economic progress of the developing 
countries. The United States has also bolstered the 
military security of friendly nations, and to the extent 
that these programs do not increase exports of U.S. 
goods and services, they lead to an outflow of dollars 
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to the competing nations in Europe and to Japan. 
In 1960, there has been a large outward movement of 
short-term capital, due in part to higher interest rates 
and to limited availability of capital in the other 
industrial countries. This movement has been an impor- 
tant factor in the over-all U.S. deficit, and, while the 
amount and direction of the ebb and flow of such funds 
are impossible to predict, it is clear that international 
capital movements on a larger scale than in earlier 
postwar years can be expected in the future. 

As a result of these factors, the United States has 
been facing continuous deficits in its balance of pay- 
ments, amounting to a total of about $10 billion in the 
last three years. These deficits have been settled by 
increases in U.S. dollar liabilities and by sizable outflows 
of gold, the latter amounting to about $4% billion 
since 1957. Despite a marked improvement in the cur- 
rent account in 1960, outpayments for government aid, 
private capital, and military expenditures, along with 
the extraordinarily large outflow of short-term funds, 
are expected to result in a deficit almost as large as 
the 1959 deficit of nearly $4 billion. 





European Interest Rates 

With the reduction on November 10 of the discount 
rate of the Deutsche Bundesbank, almost all short-term 
interest rates in the major industrial countries outside 
the United States are now below their recent peaks. In 
the past five weeks discount rates have been reduced in 
France, the United Kingdom, Japan, and Germany, and 
the discount rate for bank acceptances representing ex- 
ports has been lowered in Belgium (see this News Sur- 
vey, Vol. XII, pp. 474, 531, 555, and 571). These 
reductions, the Times suggests, have been the result 
both of a concerted desire to help the U.S. authorities 
and of the slackening of industrial activity in many 
parts of Europe. It observes that Germany is perhaps 
the only country for which a case based on domestic rea- 
sons might still be made for maintaining high rates, 
but that even there international considerations have 
now predominated. It considers that the efforts to ease 
the pressure on the United States are unlikely to have 
more than a minor influence on the outflow of U.S. 
gold. Insofar as money has been attracted from the 
United States to European centers because of higher 
short-term interest rates, reductions of between 42 per 
cent and | per cent in London, Frankfurt, and Paris 
are not enough to offset the difference in interest rates 
that still remains. Two other influences should be kept 
in mind. One is that, while European short-term rates 
are moving closer to those in the United States, the 
difference between long-term rates is still extremely large 
and is showing no immediate sign of diminishing. Nor, 
in the normal run of things, do long-term rates change 
quite so rapidly or so easily as short-term rates. The evi- 


Measures already taken by the United States have 
been insufficient to close the gap in the U.S. balance of 
payments. These have included, among others, prudent 
fiscal and monetary policies at home; advocacy of the 
removal of trade barriers abroad against U.S. goods; 
and the DLF policy of financing exports of goods and 
services of U.S. origin. In addition to the measures 
announced in the President’s directive, the United States 
must continue to press other economically sound coun- 
tries to accept their full share of the costs of maintaining 
the security of the free world and to increase their share 
of long-term development aid; to urge international 
institutions to use as fully as possible currencies other 
than dollars available to them; and to encourage the 
other strong countries to permit borrowing by these 
institutions and by other borrowers in. their capital 
markets where appropriate 


Source: Directive by the President Concerning Steps to 
Be Taken with Respect to the U.S. Balance of 
Payments, The White House, Washington, 
D.C., November 16, 1960. 


dence in both London and Frankfurt in recent weeks 
indicates that U.S. investment has been tending to “go 
longer”; U.S. interest in British Government securities 
has been apparent for some time. Thus, even though 
reductions in bank rates are helpful, the structural 
changes that would produce a sharp reduction in Ger- 
many’s higher long-term interest rates still seem to be 
as far away as ever. 

The second influence is that, in fact, the movements 
of funds in recent weeks have had little or nothing to 
do with interest rate arbitrage; the way in which funds 
have moved out of dollars into deutsche mark and, 
particularly, into Swiss francs, despite the small interest 
differential involved, is sufficient demonstration of the 
real stimulus behind these movements. 


Sources: The Times, London, England, November 10 
and 11, 1960. 


Entry into Force of Benelux Economic Union 


On November 1, the treaty converting the customs 
union between Belgium, the Netherlands, and Luxem- 
bourg (Benelux) into an economic union entered into 
force. This will not entail any spectacular innovations, 
as most obstacles to the movement of goods, services, 
persons, and capital have been removed gradually since 
1944, when the three countries formed a customs union. 
Moreover, between Belgium and Luxembourg an eco- 
nomic union has existed since 1922. The new treaty 
contains an escape clause leaving sufficient room for 
maneuver if the interests of any one of the three partici- 
pants should be threatened. 
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The three countries are coordinating their policies 
in economic, financial, and social matters, and the few 
remaining obstacles in certain sectors that are not yet 
completely integrated must be eliminated by specified 
dates: (1) before the end of this year, joint Benelux 
trade agreements are to be substituted for the remaining 
bilateral trade agreements; (2) by November 1, 1963, 
all invitations to tender issued by national, provincial, 
or local authorities must be thrown open to tenderers 
from all three countries; (3) by the same date, the re- 
maining restrictions on transportation must be abolished; 
(4) by November 1, 1965, all discriminatory regula- 
tions regarding the establishment of the nationals of 
one Benelux country in another of the three countries 
are to be eliminated; (5) by November.1, 1965, agri- 
cultural policies must be coordinated and all obstacles 
to the free flow of these products among the three coun- 
tries eliminated. 


Sources: Agence Economique et Financiére, Brussels, 
Belgium, July 5 and November 4-5, 1960; 
Neue Ziircher Zeitung, Ziirich, Switzerland, 
November 1, 1960. 


German Economic Developments 


The October Monthly Report of the Deutsche 
Bundesbank states that the German monetary situation 
in recent months has been characterized by a further 
reduction in bank liquidity, which, however, has still 
permitted a substantial expansion of credit, particularly 
of short-term credit. Supported by an expectation in 
certain quarters of an eventual change in the interna- 
tion exchange rate structure, the inflow of foreign ex- 
change into the Federal Republic has continued large. 
Since the summer, German firms have resorted in- 
creasingly to foreign credit facilities, especially as the 
interest differential vis-a-vis foreign countries has in- 
creased further. The corresponding inflows of exchange, 
in addition to the receipts resulting from the current ac- 
count surpluses, have tended to increase the money sup- 
ply. On the other hand, long-term bank deposits rose 
more in the third quarter than in the preceding quarters 
of 1960, and the cash surpluses of the Federal Govern- 
ment and the Linder continued to siphon off liquid 
funds from private firms. However, the expansion of 
the volume of funds available to private industry, to- 
gether with an apparent increase in the velocity of 
money, was still so substantial that the effects of the re- 
strictive credit policy were largely paralyzed, and the 
conflict between the internal and external aspects of 
this policy has become more apparent than ever. It 


seems not unlikely that the market strains will continue 
and the expansionary tendencies remain dominant. 


The increase in bank advances in the third quarter 
of 1960 was substantial, although the rate of growth 
was considerably less than in the corresponding period 
of 1959 and in the preceding quarters of 1960. Total 
bank credit and holdings of securities increased by 
DM 4.3 billion in the third quarter of 1960, following an 
increase of DM 4.4 billion in each of the two preceding 
quarters. The total increase in the three quarters was 
about the same as the increase in the corresponding 
period of 1959. 


In many sectors of the economy, demand has con- 
tinued to press against production capacities, in some 
areas even more strongly than during the early summer. 
The labor market, which reflects most clearly the excess 
demand, is still characterized by an unusual strain. The 
increase in wages has accelerated, so that costs in in- 
dustry have risen; increases in industrial prices have be- 
come more numerous and stronger, although so far the 
effect on the consumer price level has been offset by 
falling food prices. As a result of the recent wage and 
salary increases, consumption is rising at an accelerating 
rate, 

The gold and foreign exchange assets of the Bundes- 
bank increased by about DM 2.6 billion in the third 
quarter of 1960 and by a further DM 950 million in 
October. At the end of that month they amounted to 
DM 31.3 billion. Since the beginning of the year, 
these assets have increased by DM 7.4 billion, in con- 
trast to a decline of DM 3.8 billion in the corresponding 
period of 1959. As the exchange position of the com- 
mercial banks deteriorated by about DM 2 billion in the 
first three quarters, the net inflow of gold and foreign 
exchange amounted to DM 4.4 billion. 


The current account surplus of the balance of pay- 
ments was reduced from DM 4.3 billion in the first 
three quarters of 1959 to DM 3.3 billion in the first 
three quarters of 1960. The trade surplus showed a de- 
clining tendency, amounting to DM 3.4 billion in the 
first three quarters of this year, compared with DM 3.7 
billion in the first three quarters of 1959. The balance 
on service items also deteriorated, despite an increase of 
DM 0.4 billion in receipts from foreign troops sta- 
tioned in Germany, and the deficit on donations in- 
creased. 

In the first nine months of 1960, total recorded and 
unrecorded capital transactions resulted in a surplus of 
DM 3.2 billion, compared with a deficit of DM 6.9 
billion in the corresponding period of 1959. The re- 
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versal in the foreign exchange balance appears therefore 
to have been due almost entirely to capital transactions, 
which in turn were due to (1) an inflow of short-term 
funds resulting from rumors concerning changes in the 
exchange rate and (2) an increase in net foreign bor- 
rowing encouraged by the interest rate differential. 
Source: Deutsche Bundesbank, Monatsberichte, Frank- 
furt am Main, Germany, October 1960. 


Agreement Between Iraq and Czechoslovakia 

Under an agreement signed on October 23, Iraq is 
to receive from Czechoslovakia a credit of up to ID 12 
million (US$33.6 million), to be used to cover the 
foreign exchange costs of equipment and technical serv- 
ices On projects related to oil refining, petrochemical 
industries, and power stations. 
Source: Middle East Economic Digest, London, Eng- 

land, October 28, 1960. 


Japan's External Loans and Investments 

According to a survey made by the Ministry of Fi- 
nance, Japanese loans and investments overseas totaled 
$1,410 million at the end of September; those actually 
made amounted to $714 million, and those committed 
were $696 million. The figure of $714 million covered 
$221 million of direct investments, an increase of $64 
million from the end of December 1959; $299 million 
of exports financed through deferred payments, an in- 
crease of $57 million; and $194 million of subscrip- 
tions to international organizations, unchanged from 
the end of 1959. Commitments covered $20 million of 
direct investments, $668 million of export credits, and 


$8 million of subscriptions to international organiza- 


tions 
Source: Bank of Tokyo, Weekly Review, Tokyo, Japan, 
November 7, 1960. 
New Exchange Measures in Venezuela 

Decree 390 of the Government of Venezuela, promul- 
gated on November 8, 1960, provides that foreign ex- 
change is to be made available by the Central Bank 
for the following purposes: (1) payments by govern- 
mental and other official institutions, (2) payments by 
the private sector for merchandise imports and for costs 
incidental to such imports, (3) payments for insurance 
and reinsurance, for land, sea, and air transportation, 
for technical services, for the maintenance of students 
abroad, and for reasonable remittances for expenses 
of family maintenance, (4) transfers of dividends, in- 
terest, profits, and rent accruing to nonresidents on 
funds already invested or placed in Venezuela on No- 


INTERNATIONAL FINANCIAL NEwWs SuRVEY, November 25, 1960 


vember 8, 1960, (5) subject to approval by the Cen- 
tral Bank, payments to nonresidents of debts owed by 
Venezuelans on November 8, 1960, regardless of the 
currency in which the debt was expressed, and the 
repatriation of nonresidents’ investments made before 
November 8, 1960, (6) the repatriation of foreign 
capital imported into Venezuela after November 8, 
1960 and the service on such capital, provided the 
capital was registered with the Central Bank on entry 
and the foreign exchange received was sold to the Bank 
(the Central Bank will not accept registration of for- 
eign capital if it is not in the national interest; how- 
ever, failure to achieve registration will in no case bar 
foreign capital from using the free market to service its 
investments), and (7) other payments for operations 
expressly recognized by the Central Bank. 

[he decree requires that a buyer of foreign exchange 
deposit with a bank in Venezuela up to 20 per cent, or 
in some circumstances up to 40 per cent, of the value 
of the foreign exchange being bought from the Central 
Bank. 

Hitherto, the iron mining companies and other ex- 
porters of noncombustible materials have not been re- 
quired to surrender their foreign exchange to the Cen- 
tral Bank 
rency requirements must be obtained solely from the 
Central Bank at the rate of 3.33 bolivares to 1 U.S. dol- 
lar. 


This is now obligatory, and their local cur- 


In accordance with the decree, the Central Bank may 
buy or sell foreign exchange on the free exchange mar- 
ket. Failure to obtain official exchange for foreign 
payments does not preclude anyone from obtaining the 
exchange on the free market. 


Sources: Gaceta Oficial, Caracas, Venezuela, Novem- 
ber 8 and 9, 1960; The Journal of Commerce, 
New York, N.Y., November 14, 1960. 
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